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KEY ECONOMIC INDICATORS: GUATEMALA 


All values in million U.S. $ 


Exchange rate as of September 1975 
unless otherwise stated 


U.S. $1.00 = Quetzal 1.00 


% Change 
Item 1973 1974 Jan.-June | % Change | Jan.-June 


1975 1974/1973 | 1975/1974 


Income and Production 

GDP at Constant 1958 Prices*™ 

Per Capita GDP, Constant 1958 Prices 

Investment as a % of GDP 

Electricity, Total Sales (mil. kwH) 

Private Construction, Authorized 

Industrial Production Index 
(1971=100)5/* 


Money, Prices and Finance 
Money Supply in Hands of Public 
Currency 
Sight Deposits 
Total Government Current Receipts 
Total Government Expenditures 
Public Debt Outstanding 
Domestic 
External 
Prices 
Consumer Index (1946=100)* 3/ 
Wholesale Index (1950=100)* 3/ 


Balance of Payments and Trade2/ 
Balance of Payments 
Current Account * 
Capital Account * 
Change in Net International Reserves |- 
(- means increase) 
Total Exports, fobl/* 
Coffee4/ * 
Sugar * 
Cotton* 
Bananas_/ # 
Mea t* 
Total Imports, citl/ 
From U.S. 
Trade with CACM 
Exports, fob 
Imports, cif 


* Revised from 1973 figures given in 1974 Economic Trends report; indicative of reliability 
of statistics generally. 


+In the capital city only. ** Preliminary 
1/ Officially revised or adjusted figure 


2/ All trade data is preliminary 5/ Use of new base year (1971 vice 1964) 
3/ Average for the period 


4/ Includes soluble coffee 


for calculating this index has just 


N/A - not available been initiated 


Compiled by Carlos Rodas /ECON 





GUATEMALA 


SUMMARY 


After several years of an annual real growth rate approaching 

8%, the economy slowed in 1974 to 5.5% real growth while inflation 
accelerated from 15% in 1973 to around 25% in 1974. Much of this 
can be blamed on higher prices of industrial imports, particularly 
oil. While Guatemala's petroleum bill for 1974 was almost three 
times larger than the previous year's, the number of barrels imported 
actually decreased slightly. This provoked the largest trade de- 
ficit ever recorded, but large inflows of private capital from 
tourism and foriegn investment meant that Guatemalan foreign re- 
serves declined only slightly by year's end to $202 million. The 
prospect of continuing inflows of capital, especially for oil ex- 
ploration, combined with a diverse range of exports and a varied 
economy suggests a fast growing GNP without balance of payments 
constraints. Preliminary data for 1975 indicate that the economy 
is already accelerating out of its mild slump, implying that the 
increase in goods and services produced will exceed last year's 
growth. At the same time government efforts to slow inflation 
through contractionary monetary and fiscal policies and price con- 
trols seem to be taking effect. The rapidly increasing volume of 
trade bodes well for the US, traditionally Guatemala's major 
trading partner and supplier of almost one-third of total imports. 
Guatemalan demand for construction equipment, agricultural machi- 
nery, and electric-power generating and transmission equipment is 
large and growing. When contracts for oil exploration are signed 
there will be a need for transportation services and other specia- 
lized sub-contractors and equipment. Potential investors should 
keep an eye on efforts to restructure the Central American Common 
Market which would alter investment policies. 
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increased the stamp tax rate, raised taxes on cigarettes, beer and 
liquor, and created a luxury goods tax. Most importantly, the Govern- 
ment slowed the growth of the money supply and promulgated a budget for 
calendar year 1975 that is only 3.4% larger than the 1974 budget in cur- 
rent terms and probably about 18% less in real terms. Investment appro- 
priations were reduced the most - approximately 37% below 1974 appropria- 
tions in real terms. 


B. Prospects for 1975 and 1976 


Because of the contractionary monetary and fiscal policies, an expected 
slump in consumer demand, and a predicted weakening of the balance of 
payments, this Embassy originally predicted a further reduction of real 
economic growth in 1975. But several developments during the first eight 
months of this year now make that prediction seem pessimistic. The 
spectacular rise of sugar prices in early 1975 combined with a record 
crop means that export earnings for sugar should increase 140% over the 
previous year. The effect of the freeze in Brazil on the price of cof- 
fee - still Guatemala's leading export - will significantly increase 
income from abroad from the 1975-76 crop. Preliminary data indicate 
that imports are running at a higher rate than expected,which should 
offset the additional earnings of coffee, sugar and the growing group 
of non-traditional exports, resulting in a trade deficit of similar 
proportions to that of 1974. 


However, the augmenting surge of foreign investment and tourism prac- 
tically guarantees a balance of payments surplus. The inflow of private 
capital is expected to rise 15% over 1974, resulting in a positive balance 
of $93 million while the net earnings from tourism are expected to jump 
186% over 1974 earnings to $14 million. International reserves held by 
Guatemala, according to the IMF, increased by $97 million to reach $299 
million in the first six months of 1975. Most of this sudden increase 
is due to the fact that the major export crops are harvested and shipped 
in the first half of each year. So the quantity of net reserves should 
decline by the end of the year to below $240 million - still a net in- 
crease for the year of $30 to $40 million. The probability that such 
large reserves will not soon be dissipated means that the Government 
will not resort to exchange controls again. 


Such a large proportion of the economically active population in Guate- 
mala is involved with either import or export businesses, tourism, or 
foreign investment (all of which are growing at an impressive pace) that 
the economy seems to be picking up faster than previously suspected. 
Indicators such as the number and value of check clearances, the value 
of sales tax collections, and informal surveys of businessmen all indi- 
cate that sales are accelerating. And indicators of construction, elec- 
tric consumption, and production are also running ahead of last year. 
Consequently, real GDP in 1975 can be expected to grow at a faster pace 
than last year.* 


*As usual, 1t should be noted that almost half the population is composed 
of very poor Indian families that live by subsistence farming; GDP per 
capita is still less than $500; and Guatemala has one of the most dis- 
torted patterns of income distribution in Latin America. 
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espite the gradual acceleration of the economy, the Government measures 
sainst inflation seem to be taking effect. Whereas the wholesale price 
index jumped nearly 23% from the second quarter of 1973 to the second 
uarter of 1974 and the retail price index rose 21% in the same period, 
two indexes rose only 15% and 9.5% respectively in the following 
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pacture for 1976 and beyond looks even brighter since several develop- 
3 economic impact are on the horizon. Most importantly, 
expect large amounts of foreign investment to begin as 
exploration contracts are signed (see below). Potentially 
ities of oil were discovered during 1974-75, and Guate- 
become an oil producer within five years. Furthermore, a 
nickel mining operation should begin exporting nickel matte in 
In annitiee. construction on the huge Rio Chixoy hydro- 
project (projected cost - $280 million) will start next year 
in generating 230 megawatts of electricity in 1981, which 
the | nt electrical output of Guatemala. 
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the Guat emalan economy is pulling out of a 
GDP of 1975 will show a larger growth than the 
while the rate of inflation will probably drop 

seem eseures for favorable balance of pay- 
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economy with expanding trade bodes well for the 

he US has always been Guatemala's largest trading part- 
last several years the US share of total Guatemalan 
slightly, reaching nearly 32% in 1974. In 1974, the 
imports from the US increased $88 million over the 

to total $222 million. And the value of US imports for 

months of this year is 25% greater than for the equivalent 

One reason that this increment is not as large as the 
that higher automobile taxes, especially on larger vehi- 
in late 1974 has hurt the US competitive position. 
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evelopment with the greatest impact for US businesses and 
the fact that contracts to initiate oil exploration may 
In 1974 the Guatemalan Congress passed a bill to regu- 
ah eeadias and exploitation, but the Executive refused to im- 
t due to several loopholes and deficiencies. In August 1975 the 
submitted a completely new bill to Congress, and though there 
e changes, it should become law before the end of 1975. So 
irms have registered as Guatemalan companies and have filed 
o drill on one or more of the 14 tracts established by the 
| Peten area in northern Guatemala and adjacent 
‘The Government is now screening those applications 
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to select the companies with adequate financial and technical capacity, 
even though more applications are expected. An oil company drilling 
under the old petroleum law has discovered enough oil to begin investing 
in infrastructure and roads in order to get the oil to market. This fact 
plus the continuing discoveries of oil deposits in neighboring southern 
Mexico indicates there is a possibility that Guatemala may become a petro- 
leum exporter in the near future. 


A few years ago, representatives from several US banks opened offices 

in Guatemala to negotiate loans. The monetary contraction of the past 
year, combined with conservative lending laws which apply to Guate- 
malan banks, have spurred a tremendous increase in the volume of loans 
made by these representative offices. A new banking bill written by the 
Executive and submitted recently to Congress would require the approval 
of the Monetary Board before agents of any other foreign banks would 

be allowed to initiate loan operations in Guatemala. The bill would, 
among other things, also subject the applications of foreign banks who 
want to set up banking operations to stiffer criteria. 


The market potential in Guatemala for several product lines looks very 
good. The highly developed and expanding commercial agricultural sec- 
tor has used its earnings to modernize and mechanize. The value of agri- 
cultural machinery imports from the US increased 60% in 1974, and the 
future market looks good. The demand for construction supplies and equip- 
ment is also growing since Guatemala is undergoing a construction boom - 
rapidly expanding the number of private residences as well as large 
hotels. In addition, the Government is about to begin work on several 
big infrastructure projects which will require millions of dollars worth 
of construction equipment. The Rio Chixoy hydroelectric plant mentioned 
above, plus another 60 megawatt hydroelectric plant and a 30 megawatt 
geo-thermal plant will require tens of millions of dollars worth of power 
generating and transmission equipment. The Government is also planning 
to spend $46 million in the next few years to expand and modernize its 
small telephone system. 


B. Procurement Policy 


Since many sales opportunities in Guatemala involve public procurement, 
a word about bidding procedures is in order. All Guatemalan Government 
purchases over $3,000 are acquired through open bidding. The period in 
which bids may be filed, however, is often quite limited, occasionally 
precluding participation from the US. Frequent contact with the Guate- 
malan market is thus a requisite for doing business here. 


C. Fiscal Incentives for New Foreign Investment Could Change Soon 


Guatemala traditionally has been and remains receptive to foreign invest- 
ment. Foreign capital stands on the same footing as does domestic capi- 
tal and both practice and law support free enterprise. This situation 

is not likely to change. However, the regulations governing fiscal in- 
centives for new industries were written in accordance with the 1960 





Market Treaty which coordinates investment poli- 
Central American Governments wrote up a prelimin- 
eaty which would modify these policies and thereby 
entives. The preliminary draft indicates that the 
cise greater control over the type and location 
2>ffort to decentralize and program rational in- 
order to maximize economies of scale. The draft 
foreign investment will still be considered 
investments will be granted some import duty 
fiscal sacrifices by government will 
unclear how many of the articles 
in the final draft and what year, 
Common Market will be promulgated 
should keep informed of the 
their taxes, benefits, etc. 
the Government of Guatemala 
prices of some industrial 
at raise their prices without 
“losing their investment incen- 
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